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semi-annual basis. 
Each issue will focus on 
a specific area of policy 
research. The views 
expressed in the arti- 
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the authors of these 
communications and do 
not reflect those of 
Industry Canada or the 
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Meeting the Challenges 
of a Services Economy 


ervices industries account for 

almost three-quarters of both 

gross domestic product 
(GDP) and employment in Canada. 
Furthermore, the services sector (i.e. 
services industries) has been respon- 
sible for most of Canada’s employ- 
ment creation and much of its pro- 
ductivity growth over the past 
decade, and the sector’s importance 
to the Canadian economy continues 
to increase. During the past 15 
years, Canada’s services sector has 
become more outward-oriented, 
more innovative, more productive, 
and more skills-intensive. To better 
understand the dynamics of the serv- 
ices economy and to identify the 
types of policies most likely to sus- 
tain the development of a knowl- 
edge-based economy, Industry 
Canada embarked on a research pro- 
gram on services. This Micro fea- 
tures highlights from a major com- 
ponent of this research exercise — 
Industry Canada’s conference on 
Services Industries and a 
Knowledge-Based Economy, held in 
Winnipeg on October 16-18, 2003. 


A research volume comprising the 
conference papers and commentaries 
is planned for release in 2005. 

A growing services economy that 
is innovative and productive increas- 
es the importance of skills. The 
skills challenge can be addressed 
only by improving our understand- 
ing of related issues such as the 
impact of an aging population on the 
Canadian labour market or the 
increasing international mobility of 
highly skilled workers. To contribute 
to policy research on the skill- 
related issues raised by such trends, 
Human Resources and Skills 
Development Canada, Industry 
Canada and the Social Sciences and 
Humanities Research Council 
formed a joint Skills Research 
Initiative (SRI). This Micro reports 
on SRI’s progress to date in four 
research areas: skills and labour 
market implications of population 
aging; employer-sponsored training; 
adjustments in markets for skilled 
workers; and the international 


mobility of highly skilled workers. 
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Services Industries in 
a Knowledge-Based 


Economy 


Role of Services in a 
Knowledge-Economy 


This issue of Micro reports on 
Industry Canada’s conference, held in 
Winnipeg on October 16-18, 2003, to 
address the topic of Services Industries 
and a Knowledge-Based Economy. 
Research papers were presented and 
panel discussions were held on policy 
issues such as: How different are 
knowledge-based services from other 
markets in the economy? What are the 
contours of trade, innovation, produc- 
tivity, skills and knowledge spillovers 
in Canadian services industries? What 
are the economic opportunities and 
challenges in services industries and 
their contribution to the Canadian econ- 
omy? What policy implications derive 
from services characteristics such as 
greater factor mobility, higher regulato- 
ry intensity and the diversity of market 
failures? 

Services industries generate close to 
three quarters of Canadian output and 
jobs, a trend that Canada shares with 
other G-7 countries. Services industries 
are attracting increasing research and 


development (R&D) spending and have 


become a source of major product and 
process innovation. Services also rank 
amongst the country’s most dynamic 
capital-exporting sectors. Gaining a 
better understanding of the services 
economy and identifying the types of 
policies most likely to sustain the 
development of a knowledge-based 
economy are widely seen as holding 
the key to Canada’s longer-term pros- 
perity. Industry Canada’s conference on 
services-related issues was intended to 
focus and stimulate analysis of services 


in public policy research. 


Knowledge-Economy and 
Services in Perspective 


Professor Richard G. Lipsey of 
Simon Fraser University made a pres- 
entation on Policy Challenges in the 
New Economy as a keynote dinner 
speaker at the opening of the confer- 
ence. He talked about general-purpose 
technologies (GPTs), which he 
described as “transforming technolo- 
gies” that start by addressing only a 


single or a few purposes but increase in 
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The fact that technological change is endogenous to the sys- 

tem creates scope for influencing it. The fact that there is no 

unique set of non-distorting, scientifically-determined policies 

shows that policy must be based on a mixture of ewes 

knowledge, theory and judgment. 
— Richard G. Lipsey 


sophistication and efficien- 
cy as they diffuse through- 
out most of the economy. 
Such economy-wide trans- 
formation occurred with 
the discovery of agricul- 
ture, electricity and com- 
puters. Lipsey used the 
term “new economy” to 
refer to the wide-ranging 
economic, social and polit- 
ical changes brought about 
by the rapid recent evolu- 
tion of information and 
communication technolo- 
gies (ICTs). He argued that 
the impact of new GPTs, 
such as ICTs should not be 
evaluated by productivity 
numbers alone. ICTs will 
ultimately change daily life 
in unforeseen ways and 
thus we should not seek to 
judge economic change 
solely on the basis of 
measured productivity fig- 
ures. 

Professor Lipsey’s poli- 
cy message is that in a 
world of great uncertainty, 
market forces may do a 
poor job of picking and 
nurturing the GPTs that 
will provide huge benefits 
to society over a long peri- 
od of time. Therefore, gov- 
ernment support, working 


in collaboration with the 


Services Sector in Total Value Added at Current Prices 
for G-7 Countries (in percent) 


80 


Japan —-France —*-U.K. 


Germany —— Italy 


Source: Ram C. Acharya, The Services Economy in Canada: An Overview. 


private sector, might do a 
better job of promoting 
GPTs and maximizing the 
pay-off from them. 

The opening panel at 
the conference brought out 
diverse perspectives on the 
role of services in the 
knowledge economy. 
Jayson Myers of Canadian 
Manufacturers & Exporters 
saw a strong link between 
manufacturing and services 


activities, especially when 


firms forge a competitive 
edge by customizing quali- 
ty products and servicing 
them. Pierre Sauvé of the 
Institut d’ études politiques 
de Paris agreed that servic- 
es were a building block of 
a knowledge-based econo- 
my, but argued that most 
international rule making 
and trade liberalization 
work has been on the 
goods side. He thought that 
Canada was not facing this 
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Because of the growing interdependence between manufac- 
turing and services, productivity improvements in services will issue squarely and needed 
. : : “he mC h k 
loom increasingly larger in the competitive position of ease este 
Canadian manufacturing firms. Gomalsiiadardeiee eres 
— Pierre Sauvé the contours of labour mar- 


ket adjustments in services 


on issues such as interna- 


and international labour 
The Significance of the Services Sector and its mobility. Professor William 
R&D Growth to the Canadian Economy Watson of McGill 
(1998-2003) University and the National 
Post advocated policy neu- 
Industry R&D State -00e trality towards services and 
manufacturing industries, 
34% something that has already 
been happening to some 


extent as a result of recent 


tax changes at the federal 
level. He emphasized that 
comparative advantage 


4% 
should determine how the 
™ Services Sector @ Others M Manufacturing industrial structure of the 
Canadian economy 
Services R&D Growth, (1998-2003) evolves. 

%o 


Manufacturing Services Sector 


Source: Petr Hanel, Innovation in the Canadian Services Sector. 
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Are Services 
Exceptional? Services Trade Intensity“, 2001 


The traditional view of United Kingdom 


the services economy often Germany 


portrays it as consisting of 


AO ee Canad 
low value-added activities ae 


that are mired in a vicious France 


low productivity growth Italy 


cycle. Despite recognizing tinted Stat 
nited States 


numerous knowledge gaps, 
most of the papers present- Japan 


ed at the conference 


mounted a strong chal- 


lenge to this traditional PRY Cle and 


Note: * Trade intensity: sum of services imports and exports divided by 
services GDP. 


view by presenting signifi- 


cant and growing evidence 
of a services economy that 
is highly skilled, highly 
productive, innovative and 
attractive to foreign direct 
investment (FDI). Before 
turning to policy considera- 
tions, the authors of the 
papers presented addressed 
issues ranging from the 
specific nature of services 
to the sectoral perspectives 


that are summarized below. 
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Even though employment grew much faster during the last 
two decades in high-knowledge industries, trends in relative 
wages and real wages of university and high-school gradu- 
ates have displayed remarkably similar patterns across indus- 
tries in Canada. 

— Garnett Picot 


Labour Market and 
Locational Outcomes in 
the Services Economy 


Our economy has become more 
intensive in terms of technologies, 
skills and knowledge. The extent of this 
intensification can be gleaned from 
changes in wages and employment 
observable in the market for skilled 
versus unskilled workers. Garnett Picot 
of Statistics Canada reported that 
employment in Canada (both in aggre- 
gate terms and within the services 
economy itself) grew much faster in 
high-knowledge industries than in other 
sectors over the past two decades. Even 
so, trends in relative wages and real 
wages of university and high school 
graduates have displayed remarkably 
similar patterns across industries. Since 
rising demand for highly educated 
workers was met by an equally rapid 
rise in supply, there was virtually no 
increase in the university wage premi- 
um in Canada. Among immigrant uni- 
versity graduates, Picot noted that real 
wages and wages relative to those of 
Canadian-born graduates had both 


declined significantly. 


The proliferation of ICTs through- 
out the services economy offers wider 
scope for the possibility of supplying 
services from remote locations without 
the traditional constraints of time and 
distance. Steven Globerman of Western 
Washington University and his co- 
authors, Daniel Shapiro and Aidan 
Vining of Simon Fraser University, 
found that information technology 
companies located in Toronto enjoy 
strong growth advantages (measured in 
terms of sales volumes) and that 
growth performance lessens with dis- 
tance from Toronto. Broad agglomera- 
tion economies appear to be at play in 
Toronto, including the benefits arising 
from proximity to available university 
research infrastructure. In a lively 
debate, led by the paper discussant, 
Ajay Agrawal of the University of 
Toronto, conference participants ques- 
tioned the methodology used by 
Globerman et al., looking specifically 
at sample bias. The discussion also 
focused on the misallocation of 
resources during the era of the dotcom 


boom that later turned to dotcom bust. 
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To the Reader: 


This issue of Micro features two articles about meeting the challenges of a services economy. 
The first article reports on the Industry Canada Services Industries and the Knowledge-Based 
Economy conference held in Winnipeg from October 16-18, 2003. The second article provides 
an update on the Skills Research Initiative, which was formed by Human Resources and Skills 


Development Canada, Industry Canada and the Social Sciences and Humanities Research 
Council. 


Please note that the full title of the set of figures on page 7 should read: Ratios of Weekly 


Earnings of University to Non-university Educated, “Full-Time” Workers in Canada and the 
United States. 


Women, 25-64 


Wee =k) IRIS). Rs) =I] IRES} RR) IRI IRS) 


—¢e— United States (CPS) —#— Canada (SCF) 


Source: René Morissette, Yuri Ostrovsky and Garnett Picot, Relative Wage 
Patterns Among the Highly Educated in a Knowledge-Based Economy. 


Note: CPS: Current Population Survey; SCF: Survey of Consumer Finances. 
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High-tech firms that are located closer to Toronto grow faster 
Michael Wernerheim and 
than firms located further away, all else equal. | Chris Sharpe of Memorial 


— Steven Globerman University of Newfoundland 
examined the role of 
advanced producer services 


The Structure of Services Employment in Canada is COS isa 


Similar to that of the United States: Composition of 
Services Employment, Averaged 1998-2002* 


own growth poles outside of 
metropolitan areas. A well- 
known example of this is 
the remarkable growth of 
Retail Trade = — export-led software industry 
APE REA clusters around Bangalore 
a and Hyderabad in southern 


Educational Services -—=—t_______ India. The Wernerheim- 


Health Care and Social Assistance 


Sharpe paper found that dis- 
Accommodation and Food Services ieee persion tends to dominate 


agelomeration forces for 
Finance, Insurance and Real Estate ee ; 
rural APS firms. In his com- 
Government & apse ments on this paper, Mario 

Polése of the Institut nation- 


Wholesale Trade ; 
al de la recherche scien- 


Professional, Scientific, Technical - tifique at the Université du 


Québec a Montréal ques- 
Transportation and Warehousing ee ae tioned their underlying opti- 


Administrative and Waste Management mssaeTTey KONE EE a 
producer services in non- 


Other Services, Except Government metropolitan areas serve 


highly-localized markets, 
Information ; 
where the overwhelming 


Arts, Entertainment and Recreation majority of service jobs 
were either public or non- 
5 10 15 tradable in nature. As a 
Canada _ & United States result, their greater disper- 

sion is to be expected. 


Source: Bureau of Economic Analysis and Statistics Canada. 
Wernerheim clarified that 


Note: * Differences are mostly due to the relative importance of defence 
employment and the inclusion of state and local education employment under their tentative analysis of 
government, as was the case for services GDP. employment and establish- 


ment data for Canada and a 
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review of evidence for the 
United States, the United 
Kingdom and France all 
suggested that there were 
real limits to the potential 
role of APS in non-metro- 
politan areas. Conference 
participants agreed that 
these issues and results are 
relevant to regional econom- 
ic development policy in 
Canada. 


The FDI 
Performance of 
Services Sector 
Firms 


An important distin- 
guishing feature of much 
services trade is that trans- 
actions are completed 
through the movement of 
factors of production such 
as capital and labour, a fea- 
ture that can affect either 
their suppliers or their con- 
sumers. Over the past three 
decades, international capi- 
tal mobility has increased 
much more than interna- 
tional labour mobility. 
Walid Hejazi of the 
University of Toronto 
pointed out that Canada 
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Over the past decade, employment growth in professional, 

scientific and technical services in Canada has been espe- 

cially robust in rural localities close to urban agglomerations. 
— Michael Wernerheim 


Distribution by Industrial Sector of Canada’s Foreign 
Direct Investment (FDI), 1983-2001 


Distribution of Canada's Outward FDI 


at —— a 
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Distribution of Canada's Inward FDI 
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Source: Walid Hejazi, Canada’s Experience with Foreign Direct Investment: 
How Different Are Services? 


Note: NATRES: Natural Resources; MAN: Manufacturing; SERV: Services. 
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The data indicate that the surge in outward FDI is largely 
attributable to a surge in services FDI. Corporate taxes paid 
in Canada are an important factor in explaining the surge in 
Canada’s outward FDI. The source of Canada’s increased 
inward FDI in the last half of the 1990s is the investment flow- 
ing into manufacturing. 


— Walid Hejazi 
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has changed from the clas- 
sic host economy of the 
1970s, with one dollar of 
outward foreign direct 
investment (FDI) for every 
four dollars of inward FDI, 
into a capital exporting 
country by the end of the 
1990s, with four dollars of 
outward FDI for every 
three dollars of inward 
FDI. This was seen within 
the context of the two land- 
mark trade agreements - 
the 1987 Canada-U.S. Free 
Trade Agreement and the 
1994 North American Free 
Trade Agreement. The 
surge in Canada’s inward 
FDI in the last half of the 
1990s was driven by 
inward FDI destined for 
Canada’s manufacturing 
sector. According to 
Hejazi, the surge in the 
outward FDI side was 
largely attributable to the 
surge in services FDI. 


Ultimately, however, his 


paper was not able to 
determine if Canadian 
firms are increasingly 
locating abroad for effi- 
ciency reasons such as 
access to unskilled labour, 
or because of a lack of 
skilled labour, high taxes, 
or a poor R&D environ- 
ment in Canada. 


Opening Baumol’s 
Box of Lower 
Services 
Productivity 


In the 1960s, William 
Baumol of New York 
University and Princeton 
University postulated that 
services (and public servic- 
es in particular) would be 
saddled with lower produc- 
tivity because of their less 
intensive use of capital, a 


lower rate of innovation, 


the (smaller) average size 
of firms and their limited 
exposure to international 
competition. Two papers 
addressed this topic. One 
was by Someshwar Rao of 
Industry Canada and his 
co-authors, Andrew Sharpe 
of the Centre for the Study 
of Living Standards and 
Jianmin Tang of Industry 
Canada. The other was by 
Anita Wolfl of the 
Organisation for Economic 
Co-operation and 
Development (OECD). 
Both made it clear that pro- 
ductivity trends in the serv- 
ices sectors and not manu- 
facturing are and will 
increasingly be the driving 
force behind aggregate pro- 
ductivity growth and, 
hence, real income growth 
in Canada. Both papers 
stressed that labour produc- 
tivity levels vary greatly 
across services industries. 
The paper by Rao et al. 
found that retail trade 
accounted for close to half 
of the observed growth in 
services sector productivity 
in both Canada and the 
United States over the past 
two decades. The Baumol 
conjecture is not complete- 


ly overthrown, however, 
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since Rao et al. reported 
that there were services 
industries experiencing 
negative labour productivi- 
ty growth in both Canada 
and the United States and 
that there were some public 
services among them 
including land transporta- 
tion, audio-visual, health 
and education services. 
They also showed that U.S. 
services-sector workers 
were some 16 percent more 
productive on average than 
their Canadian counterparts 
in 2000. This gap has 
remained even as the 
Canadian services sector 
outperformed its U.S. 
counterpart over the past 
two decades in terms of 
growth in both output and 
labour productivity. The 
services productivity gap 
was largely due to lower 
Canadian levels of capital 
intensity, human capital, 
the share of information 
and communication tech- 
nology capital in total capi- 
tal, and R&D intensity in 
services. Striking an opti- 
mistic chord, Rao et al. 
concluded that the 
Canadian services sector 
has been a success story in 
terms of productivity 


In the Canadian services sector, both labour and multi-factor 
productivity showed an impressive acceleration in growth 
between the 1981-1995 and 1995-2000 periods. However, the 
level of Canada’s services sector labour productivity in 2000 
was still 16 percent below that in the United States. 

— Someshwar Rao 


Real Output Growth and its Sources in Canada 
and the United States 


% Real Output Growth in Services 


Canada United States 
1981-1995 1995-2000 


Sources of Real Output Growth, 1995-2000 


Intermediate 
Goods 


Labour 


Multi-factor 
Productivity 
Capital, |CT 


Capital, 
Non-ICT 


0.5 1 eS 2 
™ United States ® Canada 


Source: Someshwar Rao, Andrew Sharpe and Jianmin Tang, Productivity 
Growth in Services Industries: A Canadian Success Story. 
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Measured productivity growth tends to be low or negative in 
many services industries, including social and personal serv- 
ices as well as some business services. 


growth in a large number 


of OECD countries rose to 


— Anita Wolfl 


Labour Productivity Growth Rates, 1995-2000* 


Communications 


Education, Private 


Retail trade 


Gas Utilities 


Finance, Insurance, and Real Estate 


Other Services 


Business Services 


Total Services 


Wholesale Trade 


Transportation 


Electrical Utilities 


Health Services, Private 


Canada [& United States 


Source: Someshwar Rao, Andrew Sharpe and Jianmin Tang, Productivity 
Growth in Services Industries: A Canadian Success Story. 


Note: * Average annual growth rate. 


growth and a process of 
broad convergence toward 
U.S. services productivity 
levels is under way in 
Canada. 
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The paper presented by 
Anita WOlfl showed that 
between 1990 and 2000, 
the contribution of services 


to aggregate productivity 


unprecedented levels. 
Virtually everywhere in the 
OECD area, the average 
annual productivity growth 
chalked up robust figures 
in services sectors such as 
finance, storage, post and 
telecommunications, trans- 
port, wholesale and retail 
trade. By contrast, low or 
even negative rates were 
observable in services such 
as health care, education 
and social work. Most 
OECD countries have seen 
their services sectors 
become increasingly capi- 
tal-, knowledge- and skill- 
intensive, as measured 
respectively by the ratio of 
physical capital to total 
employment; the percent- 
age share of services in 
total business R&D; and 
the share of high-skilled 
employment in total 
employment. WoOlfl also 
provided evidence on the 
extent of changes in the 
use of services directly and 
as intermediate inputs over 
the past two decades, 
which has been accompa- 
nied by growth in services 
industries exports that has 


outpaced that of manufac- 


Si Micro a 


Many services cannot be separated from the competence of 
turing exports. In com- the persons who provide them. Personal contact, training and 
ting on Wolfl’ : . ‘ : : 
Sane tacit knowledge are also important aspects of innovation in 

University of Alberta cau- the services sector. 
tioned against drawing — Petr Hanel 


strong policy implications 


Alice Nakamura of the 


from these observations 


inasmuch as they likely Investment in ICT as a Percentage of Total Investment, 
involved the underestima- 1991 and 2001 
tion of labour productivity a si : 
P : : Public Administration ' 
growth in specific services 


oi Other Services 
sectors because of signifi- Seesers 


: or Accommodation and Food Services | 
cant biases arising from : 

: : 18 Arts, Entertainment and Recreation Eas 
different national defini- 
Health Care and Social Assistance 


tions and data sources used 
} Educational Services 
to determine employment Administrative and Support, 


Waste Management 
and hours worked. It was asie Manag 


widely felt that further pol- 
icy research efforts should 
be directed to addressing 
this problem of measure- 


ment. 


Innovation and 
R&D in Services 


In his survey of the lit- 
erature on innovations, 1991 fm 2001 
Petr Hanel of the 
Université de Sherbrooke 


Source: Statistics Canada. 


pointed out that the servic- 


es economy has become a levels between skill-inten- | innovations since 1996, in 
source of significant prod- sive service and manufac- _ three dynamic Canadian 
uct and process innovation. turing firms is now under services industry groups, 
As a result, a process of way. Data on the incidence —_ shows that the finance sec- 
convergence in innovation —_ of product and process tor leads in this area, fol- 
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It is feasible to initiate a multi-year program in which the rela- 
tively easy to measure sectors would be attacked first ... 
allowing services sector industrial real output to be calculat- 
ed, ... which could be fed into the consumer price index on a 
monthly basis. At the same time, Statistics Canada should 


cooperate with other 
— Erwin Diewert 
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Statistical agencies. 


lowed by communications 
and technical (or business) 
services. Moreover, the rate 
of adoption of both organi- 
zational and technological 
change appears significant- 
ly higher in larger service 
firms than in smaller ones. 
Hanel reported that public 
sector organizations intro- 
duced organizational and 
technological change twice 
as often as private sector 
firms, an observation that 
is linked to their larger 
size. In addition to the 
importance of manage- 
ment, sales and marketing, 
the crucial input to innova- 
tion is provided by infor- 
mation and communication 
technologies. In his com- 
ment, Steven Globerman 
recommended that policy 
makers pay closer attention 
to removing various imped- 
iments to services-sector 
innovation. Such impedi- 
ments were suggested by 


Hanel’s paper and includ- 


ed: its high cost, especially 
for smaller firms; the criti- 
cal need for qualified per- 
sonnel; the need for broad- 
ening access to venture 
capital; promoting pro- 
competitive regulation 
(especially in communica- 
tions); and the need to 
broaden eligibility for pub- 
lic support programs to 
include more firms that 
may be less prone to per- 
forming R&D activities. 


The Data Needs of 
the New Economy 


While acknowledging 
that Statistics Canada pro- 
vides reasonably good 
measures of services sector 
outputs, Erwin Diewert of 
the University of British 
Columbia pointed out that 
roughly half of the 506 
services sector industries in 


the North American 


Industrial Classification 
System (NAICS) currently 
have no price deflators. 
Similarly, less than a quar- 
ter (37 out of 154) of the 
industries for which 
Statistics Canada measures 
productivity performance 
are in the services sector. 
Diewert noted that no 
accurate measurement of 
overall productivity per- 
formance is possible with- 
out accurately measuring 
the real output of services 
industries, nor can we 
measure the impact of 
innovation on new products 
and on the price of existing 
goods and services without 
services price deflators. 
The accurate measurement 
of prices and quantities, 
including those of services, 
is crucial for conducting 
monetary policy and is a 
necessary input into any 
kind of general economic 
model that attempts to 
gauge the effects of 
changes in economic poli- 
cies. 

Conference participants 
agreed strongly with 
Diewert’s assessment that 
rich dividends are likely to 
flow from better economic 


measurement of services 
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The performance of Canada’s telecommunication services 
industry during the 1990s was very respectable in absolute 
terms; it was poor relative to the OECD average in a number 


sector activity and that 
Statistics Canada should 
prioritize its efforts along 
the lines suggested by 
Diewert. In responding to 
Diewert, Philip Smith of 
Statistics Canada informed 
the conference that 
Statistics Canada is com- 
mitted to a multi-year pro- 
gram of enhanced services 
sector statistics. 


Canada’s 
Telecommunications 
Services Sector in 
the 1990s 


Zhiqi Chen of Carleton 
University reported that in 
the 1990s, employment in 
the Canadian telecommuni- 
cations industry fell in both 
absolute and relative terms 
and that Canada’s penetra- 
tion rate (a proxy measure 
of infrastructure growth) 
fell from second to twenty- 
third place among OECD 
countries. Chen identified 
two important explanatory 
factors: (a) Canada’s highly 
developed fixed-line net- 
work and payphone system 
may have dampened 


of areas. 
— ZLhigi Chen 


demand for cellular mobile 
services; and (b) relatively 
high barriers to entry 
(notably foreign ownership 
restrictions) and operation 
appear to have hindered the 
growth of cellular telepho- 
ny. Chen estimated that 
Canada’s gross domestic 
product per working-age 
person stands to increase 
by 1.7 percent over a ten- 
year period if Canada were 
to remove all remaining 
barriers to foreign direct 
investment in telecommu- 
nication services. In his 
comments, Sumit Kundu of 
Florida International 
University suggested that 
Chen complement his 
analysis by adding firm- 
level data to better measure 
the competitive perform- 
ance of leading Canadian 
services providers relative 
to their U.S. and foreign 
competitors. Kundu also 
called for a more compre- 
hensive discussion of the 


origin and nature of the 


spillover effects of 
telecommunications infra- 
structure on growth that are 
described in Chen’s paper. 
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The Internet and other technological advances have lowered 
barriers to entry and thus increased competition in delivering 
certain financial services. However, for services characterized 
by sunk costs and low commoditization potential, there have 
been fewer new entrants. 


— Edwin Neave 


Volume 10, Number 1 


Canada’s 
Financial 
Sector 


Edwin Neave of 
Queen’s University exam- 
ined how Canada’s finan- 
cial industries adopted 
ICTs to improve their oper- 
ating efficiency while 
reducing transaction 
charges for consumers 
(both households and 
firms) and enhancing 
access to credit by all 
classes of borrowers 
through new techniques of 
risk measurement coupled 
with a growing recourse to 
securitization. Neave’s 
paper noted that a process 
of consolidation is com- 
mon throughout the bank- 
ing sector today. Both 
domestic and cross-border 
mergers are occurring, not 
only within the banking 
sector, but between bank- 
ing and insurance or secu- 
rities firms. He noted that 


such changes call for 


heightened and novel forms 
of regulatory cooperation 
at the international level. In 
discussing Neave’s paper, 
Eric Santor of the Bank of 
Canada questioned the 
extent to which financial 
markets had become truly 
global in scope. Santor 
pointed out the many new 
challenges presented by 
this transformation. For 
example, citizens without 
access to the e-economy 
were shut out of some mar- 
ket segments. There is also 
an increase in the off- 
shoring of white-collar, 
back-office software design 
and management opera- 
tions to developing coun- 
tries such as China or 
India. 


Opening of China’s 
Services Market 
After Accession to 
the World Trade 
Organization 


John Whalley of the 
University of Western 
Ontario provided an assess- 
ment of the path-breaking 
nature of China’s commit- 
ments as part of its acces- 
sion to the World Trade 
Organization (WTO). This 
includes undertakings to 
open its market to full 
international competition 
from foreign service 
providers in a series of key 
areas: distribution, 
telecommunications, finan- 
cial services, accounting, 
law, architecture, construc- 
tion, travel and tourism 
services. China has agreed 
to remove all barriers that 
take the form of discrimi- 
natory licences to operate 
and conduct businesses or 
that provide for differential 
regulation of domestic and 
foreign entities. Whalley 
pointed to studies suggest- 
ing that large positive gains 
for both China and the 
global economy will flow 
from the services liberal- 


ization envisaged for the 


— Mic 


From 2002 to 2007, China will open all of its markets to full 
international competition from foreign service providers in key 
areas such as: distribution, telecommunications, financial 
services, professional business and computer services, 
motion pictures, environmental services, accounting, law, 


2002-2007 period. For such 
benefits to materialize, 
China will have to imple- 
ment far-reaching changes 
in its financial structure so 
as to lessen the economy’s 
reliance on bank loans as a 
source of financing. It will 
have to address the prob- 
lem of the non-performing 
assets of state-owned banks 
and allow for much needed 
consolidation in the bank- 


ing sector. It will also have 


to deal with the situation of 


loss-making, state-con- 
trolled enterprises in both 
the goods and services pro- 
ducing sectors. 

Whalley suggested that 
China’s likely difficulties in 
implementing its services 
commitments could place it 
on a collision course with 
retaliation sanctioned by 
the WTO or with height- 


architecture, construction, and travel and tourism. 


— John Whalley 


ened judicial activism after 
2007. In his discussion of 
Whalley’s paper, John 
McHale of Queen’s 
University argued that the 
WTO provided an essential 
external anchor for pursu- 
ing such reforms. McHale 
nonetheless saw significant 
opportunities arising from 
the opening of China’s 
services markets. China’s 
leaders, in his view, had 
fully accepted the crucial 
contribution that an effi- 
cient services infrastructure 


could make to economy- 


wide performance. 
Professor Richard 
Lipsey of Simon Fraser 
University and Professor 
Alice Nakamura of the 
University of Alberta are 
general editors of an 
Industry Canada research 
volume on “Services 
Industries and a 
Knowledge-Based 
Economy” that will include 
conference papers and 
commentaries. Watch for 
the release of this volume 
in the summer/fall of 2005. 


Winter/Spring 2005 


| Micro al 


Volume 10, Number 1 


A Summing-Up 


The services sector accounts for 
over 70 percent of Canada’s GDP and 
three quarters of its employment. Its 
importance to the Canadian economy is 
still increasing. Moreover, the services 
sector has been responsible for most of 
the employment creation and much of 
the productivity growth in Canada over 
the past 10 years. A large part of the 
growth in the services sector came 
from commercial and business services 
such as financial services, trade, trans- 
portation, telecommunication and infor- 
mation services, and other business 
services. 

The services sector in Canada has 
become more outward-oriented, more 
skill-intensive, more innovative and 
more productive during the past 15 
years. Its linkages with the goods pro- 
ducing sectors, especially the manufac- 


turing sector, also have grown stronger. 


In short, contrary to previous impres- 
sions, the services sector has been a 
Canadian success story. Other OECD 
countries have experienced a similar 
evolution in their services sectors. 

The ability to sustain the recent pro- 
ductivity growth record in the services 
sector will have a critical impact on 
future prospects for productivity and 
employment growth, as well as compet- 
itiveness-related improvements in real 
incomes that can close the Canada-U.S. 
gap in real income levels. The contin- 
ued dynamism of Canada’s services 
industries can be enhanced by more 
open and competitive service markets 
at home and abroad, a flexible labour 
market, relevant education and training, 
more effective innovation policies, and 
the removal of impediments to the 
adoption, diffusion and effective use of 
ICTs by services firms. 


— CM ee 


“The Government will pursue a five-point strategy to build an 
even more globally competitive and sustainable economy. 
The first element is to invest in people, Canada’s greatest 
source of creativity and economic strength” 

— Speech from the Throne, October 5, 2004 


The Skills Research Initiative 


uilding a 21st century economy 

depends on addressing a series of 

questions around how to meet the 
skills challenge. What are the implications 
of population aging for the supply of 
skills needed by a rapidly changing, 
knowledge-based economy? What is the 
role of employer-sponsored training in 
supplying the skills needed? What are the 
implications for Canada’s supply of skills 
arising from the increased international 
mobility of highly skilled workers? What 
are the obstacles to adjustment in labour 
markets for skilled workers and what poli- 
cies can overcome these obstacles? 

To support medium-term policy 
research on issues raised by the skills 
challenge, Human Resources and Skills 
Development Canada (HRSDOC), Industry 
Canada (IC), and the Social Sciences and 
Humanities Research Council (SSHRC) 
have formed a joint Skills Research 
Initiative (SRI). Under this innovative 
agreement, SSHRC is funding academic 
research on the themes of the SRI, while 
HRSDC and Industry Canada are carrying 
out research on these themes, using both 
internal and external expertise. The four 
research themes of the SRI are: 


¢ Skills and Labour Market Implications 
of Population Aging; 

¢ Employer-Sponsored Training; 

e Adjustments in Markets for Skilled 

Workers; 
¢ International Mobility of Highly 

Skilled Workers. 

Following consultations on these 
themes within their departments, the part- 
ners organized four one-day roundtables, 
one on each theme. The roundtables 
brought together government officials, 
academics, personnel from research 
organizations and other stakeholders to 
identify policy issues that medium-term 
research might help to resolve. Based on 
the results of these roundtables, the part- 
ners prepared, and SSHRC posted, calls 
for research proposals from academic 
researchers for each theme. The program 
of SRI research at Industry Canada and 
HRSDC is also guided by the results of 
the roundtables. 

The final stage of the SRI will be 
reached in 2005-2006 when research 
results will be presented to the policy and 
research communities in a series of work- 
shops at which the policy implications of 


these results will also be discussed. 
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The SRI Working Papers Series 
SRl-funded research is initially published in the SRI Working 
Papers series. The series presently includes the papers pre- 
pared for the issues roundtables, a paper containing the syn- 
thesis reports of the academic rapporteurs at the four round- 
tables as well as three papers prepared for IC on 
International Mobility of Highly Skilled Workers. Abstracts in 
English and French for all SRI working papers are available 
on Strategis and can be ordered through this site: 


http://strategis.ic.gc.ca/epic/internet/ineas-aes.nsf/en/h_ra01877e.html 
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Research Issues and the Roundtables 


This section presents an overview of the research 


themes and issues discussed at the roundtables. 


Labour Market 
and Skills 
Implications of 
Population Aging 


Canada’s workforce, 
like its population in gener- 
al, is aging rapidly. 
Beginning about 2010, 
large numbers of “baby 
boomers” will reach retire- 
ment age. Growth in work- 
force skills will encourage 
innovation performance, 
but changing demographics 
may lead to skills short- 
ages. Moreover, unless the 
growth rate of productivity 
increases sufficiently, slow- 


er growth in the workforce 


will likely lead to lower 
rates of growth in per capi- 
ta output. 

The issues roundtable 
on this research theme was 
held in Ottawa on October 
20, 2003. In order to better 
understand the effects of 
population aging on the 
Canadian economy, three 
general areas of relevant 
research were discussed: 
¢ Determine how the 

aging workforce will 

affect Canada’s ability 
to continue developing 
an innovative, knowl- 
edge-based economy 
built on a highly skilled 


workforce. 


¢ Evaluate whether an 
aging workforce will 
result in high adjust- 
ment costs for the 
Canadian economy 
and/or for individual 
Canadians. 

¢ Identify the barriers to 
greater participation in 
the labour force by 
older Canadians. 


Employer- 
Sponsored 
Training 


With globalization and 
the rapid pace of techno- 
logical change, knowledge 
and skills have become 
crucial to a country’s com- 
petitiveness. The labour 
force is expected to grow at 
a slower pace over the 
coming decades because of 
smaller youth cohorts. As a 
result, the Canadian econo- 
my will not be able to meet 
new skill demands by con- 
tinuing to rely on initial 
education to the same 
degree as it has in the past. 
Adjusting to new skill 
requirements will thus 
depend increasingly on 


developing the skills of 


those who are already in 
the workforce. To avoid 
severe skill shortages in 
coming years, it is crucial 
that all workers and their 
employers invest in contin- 
ual skills development to 
meet the changing skills 
demands of the new econo- 
my. 

However, there are con- 
cerns that Canadian firms 
are not supporting the 
training of their employees 
to the same degree as their 
U.S. counterparts. There 
are also concerns about 
significant barriers that 
prevent firms from making 
optimal investments in 
training. Under-investment 
in training could eventually 
reduce the ability of com- 
panies to adjust to an aging 
population and undermine 
our productivity relative to 
other countries. 

Do Canadian firms 
invest enough in the train- 
ing of their workforce? The 
expert roundtable on this 
theme was held on October 
3, 2003. Three areas for 
research were discussed: 
¢ Benchmark employer 

support of training by 

Canadian firms with 


The list of working papers for this theme includes two issues papers presenting 


key research gaps in our understanding of this theme, as well as a synthesis of 
the roundtable discussions: 


“Labour Market Implications of an Aging Population” by Daniel Boothby, Julie 
Dubois, Maxime Fougére and Bruno Rainville; 


“Effects of Population Aging on Labour Market Flows in Canada: Analytical 
Issues and Research Priorities” by Peter Kuhn; 

“Rapporteurs’ Comments: Summary of Roundtables” by Dwayne Benjamin, 
Arthur Sweetman, Craig Riddell and Lorraine Eden. 


http://strategis.ic.gc.ca/epic/internet/ineas-aes.nsf/en/h_ra01877e.html 


that observed in the 
United States, our main 
trading partner, and 
possibly with other 
competitors. 

¢ Improve our under- 
standing of the factors 
affecting employers’ 
decisions to support 
workplace training. 

e Assess the impact of 
potential market failures 


affecting training. 


a 

[ The working papers for this theme included two issues papers prepared for the 

roundtable and a summary of the roundtable discussions: 

“Employer-Supported Training in Canada: Policy-Research Key Knowledge 
Gaps and Issues” by Zhengxi Lin and Jean-Frangois Tremblay; 

“Employer-Sponsored Training by Firm Size” by Richard Chaykowski and 
George Slotsve; 

“Rapporteurs’ Comments: Summary of Roundtables” by Dwayne Benjamin, 
Arthur Sweetman, Craig Riddell and Lorraine Eden. 


http://strategis.ic.gc.ca/epic/internet/ineas-aes.nsf/en/h_ra01877e.html 
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Both issues papers and the roundtable summary are published in the Working 
Paper Series for this theme: 
“Adjustments in Labour Markets for Skilled Workers in Canada” by Daniel 
Boothby and Bruno Rainville; 
“Post-Secondary Educational Institutions’ Adjustment to Labour Market 
Changes: Major Concerns and Key Research Issues” by Claude 
Montmarquette and David Boisclair; 
“Rapporteurs’ Comments: Summary of Roundtables” by Dwayne Benjamin, 
Arthur Sweetman, Craig Riddell and Lorraine Eden. 


http://strategis.ic.gc.ca/epic/internet/ineas-aes.nsf/en/h_ra01877e.html 
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Adjustment in 
Markets for Skilled 
Workers in 
Canada 


The 21st century 
Canadian economy will 
demand rapid expansion of 
the highly skilled labour 
force that is involved in 
innovation. This, in turn, 
will require important 
labour market adjustments. 
An innovative economy 
requires a sufficiently large 
labour force with the right 
mix of skills to support the 
development and expansion 
of innovative industries and 
services. The supply of such 
skilled workers will require 
adjustment in response to 
changes in demand from 
advanced, high-growth 
industries. Such adjustments 
will be crucial to sustaining 
innovation and the standard 


of living. 


PH 


The expert roundtable 
for this theme was held on 
March 22, 2004, to discuss 
the knowledge gaps report- 
ed in two issues papers and 
identify promising research 
directions. Three areas of 
research were discussed: 
¢ Develop a better under- 

standing of the relation- 

ship between the avail- 
ability of skilled work- 
ers and the process of 
innovation together with 
identifying the data 
needed for accurate 
measurement of the 
quantity, quality and 
types of skilled workers 
available to support 
innovation. 

e Institutional and regula- 
tory barriers to adjust- 
ment in sectoral and 
regional markets for 
skilled workers. 
Develop a better under- 
standing of how institu- 


tions and regulations 
may impede adjustment 
in such markets, thereby 
leading to persistent 
skills imbalances. 
Adjustment of the post- 
secondary educational 
system in response to 
signals from and trends 
in the labour market. 
Since the post-second- 
ary educational system 
plays a crucial role in 
supplying skilled work- 
ers and thereby in 
enabling the labour 
force to respond to 
employers’ require- 
ments, we need a better 
understanding of how 
the post-secondary sys- 
tem responds, or fails to 
respond, to labour mar- 
ket signals. 


a vere 


International 
Mobility of Highly 
Skilled Workers 


Highly skilled labour is 
indispensable to an innova- 
tive economy. A more inno- 
vative Canadian economy 
requires that the labour 
force include the right 
quantities and types of 
highly skilled workers. 
However, for some seg- 
ments of the highly skilled 
population, the job market 
is now an international one 
in which industrialized 
nations are competing to 
attract individuals with the 
skills and experience that 
are most in demand. This 
state of affairs implies that 
both emigration and immi- 
gration of highly skilled 
labour affect the composi- 
tion of Canada’s labour 
force. If Canada is to adjust 
to new skills requirements 
to support a more innova- 
tive economy, we must take 
into account the country’s 
ability to retain domestic 
talent and to attract highly 
skilled workers from 
abroad. In the present con- 
text “highly skilled labour” 
refers, generally, to well- 
educated individuals in 


Songsakul; 


knowledge-intensive profes- 
sions. These would include, 
for example, doctors and 
nurses working in medical 
research, scientists, engi- 
neers and technicians devel- 
oping new products and 
processes, graduate students 
and university professors 
conducting new research or 
refining existing work, and 
high-level administrators 
and managers. 
This theme focuses on 
three areas: 
¢ Develop methods for 
more accurate assess- 
ment of global trends in 
the migration of highly 
skilled labour as well as 
better ways of determin- 
ing Canada’s position in 


this global market rela- 
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The Working Paper Series includes four papers presented at the roundtable for 
this theme, a summary of the roundtable discussions as well as one paper com- 
missioned by Industry Canada: 
“International Mobility of Skilled Labour: Analytical and Empirical Issues, and 
Research Priorities” by Surendra Gera, Samuel A. Laryea and Thitima 


“Labour Mobility and the Global Competition for Skills: Dilemmas and Options” 
by Richard G. Harris; 

“Canadian Business Perspectives on the International Mobility of Skilled 
Labour’ by Sandra Lopes; 

“Is There Scope for Enhancing the Mobility of Labour Between Canada and 
the United States?” by Michael Hart; 

“A Critical Review of the Microeconomic Migration Literature” by Benoit Dostie 
and Pierre Thomas Léger; 

“Rapporteurs’ Comments: Summary of Roundtables” by Dwayne Benjamin, 
Arthur Sweetman, Craig Riddell and Lorraine Eden. 


http://strategis.ic.gc.ca/epic/internet/ineas-aes.nsf/en/h_ra01877e.html 


tive to other industrial- 

ized countries; 

e Improve our under- 
standing of the funda- 
mental (non-policy) fac- 
tors underlying the 
increased migration of 
highly skilled labour, 
especially among 
advanced countries; 

e Improve our under- 
standing of the econom- 
ic costs and benefits 
associated with the 
international mobility of 
highly skilled labour 
and of the main factors 
influencing these costs 
and benefits. 

The roundtable on the 
issues related to this theme 
was held on February 27, 
2004. 
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Next Steps 


The Skills Research Initiative is now in its active 
research phase. SSHRC grants have been awarded to 
researchers. IC and HRSDC have commissioned research 
in areas not covered by the SSHRC projects. In addition, 
IC and HRSDC are conducting their own internal 
research. The research papers arising from all of these 
sources will be the basis of four synthesis reports, one for 
each theme of the SRI. These synthesis reports will bring 
together research results and policy implications, thereby 
providing a framework for four follow-up workshops, 
one on each theme. Policy workshops on each of the 
research themes will be held in 2005-2006. 
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RECENT 
RELEASES 


Economic Growth in Canada 
and the United States in the 
Information Age, 

General Editor: Dale W. 
Jorgenson 


Working Paper No. 38: 

The Link Between Innovation 
and Productivity in Canadian 
Manufacturing Industries, 

by Wulong Gu and Jianmin 
Tang 


Working Paper No. 39: 
Competition Perceptions and 
Innovation Activities: An 
Empirical Study of Canadian 
Manufacturing Firms, 

by Jianmin Tang 


Working Paper No. 40: 
International Trade, 
Interprovincial Trade, and 
Canadian Provincial Growth, 
by Serge Coulombe 


Discussion Paper No. 14: 
Making Canada the 
Destination of Choice for 
Internationally Mobile 
Resources, 

by Keith Head and John Ries 


SRI Working Papers Series 


Working Paper 2004 
Summary: 

Rapporteurs’ Comments: 
Summary of Roundtables, 

by Dwayne Benjamin, Arthur 
Sweetman, Craig Riddell and 
Lorraine Eden 


Working Paper 2004 D-03: 
Canadian Business 
Perspectives on the 
International Mobility of 
Skilled Labour, 

by Sandra Lopes 


Working Paper 2004 D-04: 
Is there Scope for Enhancing 
the Mobility of Labour 
Between Canada and the 
United States? 

by Michael Hart 


Working Paper 2004 D-05: 
A Critical Review of the 
Microeconomic Migration 
Literature, 

by Benoit Dostie and Pierre 
Thomas Léger 


FORTHCOMING 


Trade and Investment Monitor 
2004 


Social and Labour Market 
Aspects of North American 
Linkages (research volume), 
General Editors: Richard G. 
Harris and Thomas Lemieux 


Intellectual Property and 
Innovation in the Knowledge- 
Based Economy 

(research volume), 

General Editor: Jonathan D. 


Putnam 


Services Industries and 
Knowledge-Based Economy 
(research volume), 

General Editors: Richard G. 
Lipsey and Alice O. 
Nakamura 
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DISTINGUISHED SPEAKERS 


12 April 2005 


15 April 2005 


6 May 2005 


13 May 2005 


May or June 
2005 


14 June 2005 


William J. Baumol, 

Princeton University and 

New York University 

Innovation, Independent Entrepreneurs and 
Oligopolistic Firms: the David-Goliath 
Symbiosis ? 


David Card, 
University of California, Berkeley 
U.S. and Canadian Labour Markets: What 


Can We Learn From Immigrant Flows? 


W. Craig Riddell, 

University of British Columbia 
Education, Skills and 

Labour Market Outcomes 


Peter Kuhn, 

University of California, Santa Barbara 
Understanding The Rise in 

Long Work Hours among American 
Men, 1979-2002 


Christopher Ragan, 

Bank of Canada 

The Role of the Exchange Rate 
in Monetary Policy 


Peter Diamond, 
Massachusetts Institute of Technology 
Social Security Reform 


Visit our website at strategis.gc.ca/research to see or 


download the Micro and the research publications of 


the Micro-Economic Policy Analysis Branch. 
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Dear Reader: 

Please use the form below to subscribe to receive notices about our new products and 
publications, including the latest issues of Micro; to subscribe to receive copies of Micro 
by postal mail; and/or to request that your name be removed from the current mailing list 
for receiving copies of Micro by postal mail. Once you have completed the appropriate 
sections in the form, please return the form to us either by mail or fax. Thank you for your 


interest in Micro and our research products. 
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RESEARCH PUBLICATIONS 


I would like to be notified about the release of the following publications by e-mail: 


(You may choose more than one product) 


= Working Papers I Monthly Trade Bulletins 

I Discussion Papers a Trade & Investment Monitors 
_! Occasional Papers I Research Volumes 

_ Micros | SRI Working Papers Series 


(For a description of these publications and products, 
please go to http://strategis.gc.ca/research) 


My e-mail address: 


_| I would like to receive Micro by regular mail. 
| Please remove me from the Micro mailing list. 


Name: 
Organization: 


Mailing Address: 


The completed form can be mailed to: Micro-Economic Policy Analysis Branch, 
Industry Canada, 10th Floor East, Ottawa, ON, KIA OHS, or by fax at (613) 991-1261. 
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